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As we enter the 1980s a decent, safe, and sani-
tary home and a suitable living environment
for all Americans is a goal that is still far from
being achieved. The increasing cost of con-
structing and operating housing continues to
adversely affect our Nation’s efforts in meet-
ing housing needs. Likewise, the migration of
people and jobs and the increasing cost of pro-
viding essential community services have placed
many communities in a serious financial posi-
tion. Whether these problems can be success-
fully resolved are major questions to be an-
swered in the years ahead.

This study examines current and emerging is-
sues relating to Federal involvement in the
housing and community development area
and represents the perspective used in organi-
zing GAQ audit efforts.
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FOREWORD

Rapidly increasing costs to buy, lease, or maintain housing
and to provide essential community services will continue during
the 1980s. Containing these costs is essential if the Nation
is to make significant progress toward the goal of a decent,
safe, and sanitary home and a suitable living environment for

all Americans.

This study identifies and describes what we believe are
the critical housing and community development issues facing
the Nation. This study was originally prepared as an internal
guide to focus our work in housing and community development.
Our work will be directed to evaluations that address the

-—-effectiveness of the Nation's efforts to house lower
income families,

--Federal efforts to preserve the physical and financial
integrity of federally assisted housing,

--Federal efforts to control the high cost of
homeownership,

--effectiveness of Federal efforts to provide mortgage
credit and stabilize financing to maintain a viable
housing industry,

--Federal efforts to preserve and improve the quality of
life in urban and rural communities,

—-Federal loans and grants to businesses for assisting
community development,

——effectiveness of Federal efforts to assist economically
distressed communities, and

--effectiveness of Federal programs in assisting
communities to prepare for and recover from
catastrophes.

We hope that others will find this study helpful and that
it will foster a better understanding of the domestic housing
and community development issues facing the Nation. This study
was developed by the Community and Economic Development Division
with the cooperation of and input from our other divisions and

offices.
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Questions regarding the study should be directed to
Ronnie E. Wood, Issue Area Planning Director, on 202/275-5475.
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CHAPTER 1

OVERVIEW OF ISSUE AREA

Many serious housing and community development problems
face our Nation during the 1980s. Housing costs have risen
to the point where few American families can afford to buy a
home. At the same time, the Nation is facing a severe shortage
of rental housing with almost no private construction of rental
housing for low- and moderate-income families. To compound
these problems the number of households will increase 19 per-
cent during the 1980s, placing greater demand on the housing

supply.

Americans continue to migrate to the South and West and
increasingly to rural areas. Population redistribution 1is
responsible for a wide range of present urban problems such
as the concentration of disadvantaged groups within central
cities and rural problems such as inadequate public facilities
and services. To cope with these problems the current admin-
istration established in 1978 a "National Urban Policy" and in
1979 a "Small Community and Rural Development Policy." How
well these policies and available resources are able to address
the many urban and rural problems will determine whether our
Nation is making progress in achieving the goal of a decent
home and a suitable living environment for every American
family.

DELINEATION OF THE ISSUE AREA

The Domestic Housing and Community Development Issue Area
encompasses two closely related subjects--housing and community
development. For this study, housing includes:

--Federal programs and activities (mortgage insurance and
guarantees; direct loans, grants, and cash subsidies; or
other funding relating to (1) producing new homeownership
and rental housing, (2) preserving existing homeownership
and rental housing through repair work, substantial
rehabilitation, or code enforcement action, (3) renting
single-family or multifamily properties, (4) managing
and operating federally subsidized housing properties,
(5) managing single-family and multifamily properties
acquired through mortgage defaults, (6) constructing,
managing, and operating domestic military housing for
military personnel and their families, and (7) housing
provided by Federal agencies to employees and their
dependents).

~--Federally sponsored mortgage market activities of the
Federal National Mortgage Assocliation, the Federal Home
Loan Mortgage Corporation, the Government National
Mortgage Association, and the Federal home loan banks.




Community development involves many Federal programs
which in some way affect the community--the Catalog of Federal
Domestic Assistance lists around 300. Our interest, however,
deals with those programs which affect the community as a
whole and its economic development. Our definition of
community development therefore includes:

--Area and regional development programs.

--Federal efforts designed to make a community a more
suitable place to live, including Federal programs
and activities designed to

—-assist communities to preserve and improve the
guality of life;

—-assist economically distressed communities;

—--encourage and foster economic development in
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and through loans and grants to businesses, to
the extent these activities' primary focus is
on community development; and

--minimize the adverse effects from catastrophes
such as floods, hurricanes, and earthguakes.

--Evaluation of the significant impact on families,
businesses, and communities from the termination,
initiation, or major change in Federal installations
or programs.

FEDERAL ROLE IN BOUSING AND
COMMUNITY DEVELOPMENT

The Federal Government's role in housing and community
deémTopment from 1932 to present is intricate and tangled.
There are three broad areas of concern that have guided the
Federal Government's participation in housing and community
development. These include the recognition that it had (1) a
responsibility to maintain and promote economic stability, (2)
a social obligation to help provide for those in need, and (3)
an emerging interest in how the Nation's communities developed.

Housing programs

In the 1930s the Congress made two fundamental policy
decisions which basically remain intact to this day. The first
was the complete restructuring of the private home financing
system through the creation of the Federal Housing Administra-
tion (FHA) (mortgage insurance); the Federal Home Loan Bank
Board and Bank System (savings and loan industry); institutions
like the Federal Deposit Insurance Corporation and the Federal
Savings and Loan Insurance Corporation (insurance on deposits




of commercial banks, mutual savings banks, and savings and
loan associations); and finally the Federal National Mortgage
Association (FNMA), the Government National Mortgage Asso-
ciation (GNMA), and the Federal Home Loan Mortgage Corporation
(FHLMC) (secondary mortgage market). Creation of these insti-
tutions, resulting in the acceptability of the long-term, low
downpayment, fully amortizing mortgage and a system to provide
a large flow of capital into the mortgage market, is probably
the most significant achievement of the Federal Government

in the housing area.

(I
The other fundamental policy decision in the same decade

was the concept ¢f Government-subsidized housing for low-
income families.T Although the public housing program author-
ized in 1937 wasJintended primarily as a means of stimulating
employment and clearing slums, it nonetheless marked the first
time that Federal funds were used to finance new housing
construction for low-income families.

In the years that followed, numerous Federal housing and
community development programs were added to the statute books
spurred by the 1949 enactment of the national goal of "a decent
home and a suitable living environment for every American
family." ' A number of mortgage insurance programs conferring
special benefits on such groups as veterans, farmers, the
elderly, and those displaced by other Government programs were
added. Those programs were, in turn, followed by new subsi-
dized mortgage insurance and subsidized direct loan programs
benefiting low-income families and the elderly¢

The principal Federal sources of housing assistance are
the

--Department of Housing and Urban Development (HUD);

--Farmers Home Administration (FmHA), Department of
Agriculture;

--Bureau of Indian Affairs, Department of the Interior;

--Veterans Administration (VA);

-~Department of Defense;

--Federal National Mortgage Corporation;

--Federal Home Loan Mortgage Corporation; and

--Federal home loan banks.

In 1981 the Federal Government will have outstanding insured

or guaranteed housing mortgages and home loans totaling over
$250 billion. In fiscal year 1981 the cash outlay for subsidy
payments under various HUD and FmHA subsidized housing programs
will amount to $7.5 billion.

There are a number of Federal agencies, including the
Department of Defense, that provide housing for their personnel
and dependents. Defense, for example, owns and maintains
376,000 family housing units, 101,000 bachelor officer units,
and 1,000,000 enlisted personnel spaces.




Community development programs

The Government's concern over community growth and
development and what the cumulative effects of growth patterns
would be on the welfare of the Nation as a whole has been
expressed many times and in many forms. Public housing
originated in 1937 as an effort to clear slums. Then in 1949
the Congress authorized a major program apart from the public
housing program to deal with slum clearance. Still later,
starting in 1954 and continuing in the 1960s and early 1970s,
‘the concern over community growth and development was steadily
~ expanded to include ever-larger areas--first entire neighbor-
~-hoods, then whole sections of cities, and finally entire cities
and counties and preplanned new communities. These efforts
were designed to assist cities to solve urban problems and to
encourage them to develop more orderly, attractive, and livable

communities. |

The Housing and Community Development Act of 1974
significantly affected Federal involvement in community devel-
opment and housing improvement by replacing programs character-
ized by narrow, rigid purposes with block grants. Block grants
enable a community to initiate efforts addressed to its unique
circumstances in order to eliminate slums and blight, conserve
and expand the housing stock, increase public services, improve
the use of the land, and achieve other desirable community and
national growth objectives. One of the important objectives
of the act is to reduce the concentrations of lower income
persons in impacted areas.'

In the area of economic development in communities, the
Area Redevelopment Administration was established in 1961 to
improve the basic infrastructure of rural areas and to provide
incentives to businesses to locate in depressed rural areas.
In 1965 the Economic Development Administration (EDA) assumed
the responsibilities of the Area Redevelopment Administration
and began to focus economic development to urban areas as well
as rural areas.

EDA assistance includes grants for State and local
planning, technical assistance to public and private organiza-
tions, and construction of public facilities. It also includes
direct loans and guaranteed loans for public works and business
development. For 1981 the President's budget provides EDA with
$769 million for its development financing activities and $900
million to guarantee development loans.

In March 1978 the President released the broad principles
and guidelines of his National Urban Policy. This policy
attempts to address the many social and economic problems that
have been created by urban changes and regional shifts of the
last two decades--in particular, the dramatic population shifts
south and westward and the center city decline of the 1970s.
During August 1978 the President signed four urban policy




Executive orders. They established an urban policy impact
analysis process, targeted Federal procurement to labor surplus
areas, gave preference to urban areas in locating Federal
facilities, and legitimized the interagency coordinating
council which had been in operation.

In December 1979 the President announced his Small
Community and Rural Development Policy. It is directed at
creating a framework within the Federal Government for giving
a higher priority to rural development issues, rather than
on proposing specific new programs with additional funds.

The principal Federal sources of community development
assistance are the

—-Department of Housing and Urban Development;

~-Economic Development Administration and the Office
of Minority Business Enterprise, Department of
Commerce;

--Federal Emergency Management Agency (FEMA};

~-—-Small Business Administration (SBA);

--Farmers Home Administration and Rural Electrification
Administration, Department of Agriculture; and

~-Community Services Administration.

Federal outlays in 1981 for community and regional
development activities will be about $9 billion. An additional
$28 billion will support civil public works and construction
whose primary purpose is to fullfill other national needs but
also promotes community and regional development.

FUTURE TRENDS

Our future work will be directed to providing the Congress
and the executive branch with information and advice on how the
Federal Government can best cope with the many changes that
will occur. Summarized below are the major trends that we
believe will shape housing and community development issues
in the future.

Housing

The 1980s are already being referred to by many housing
experts as "the decade of the housing crisis." Homeownership
cost increases have priced 93 percent of American families
out of being able to purchase a home. At the same time, the
Nation's existing rental housing stock has reached its lowest
vacancy rate with little prospect for any new, privately
financed construction.




The World War II baby boom generation is now stepping
forward to purchase their own homes. During the 1980s the age
group of 25—~ to 64-year-olds will increase substantially. By
1989 the 25- to 34-year-olds will gain over 5 million persons
(a l4-percent increase) and the 35- to 64-year-olds will
increase about 12 million persons (l6 percent). Since the
majority of the homebuyers are within these two age groups,
the housing demand for single-family homes will increase. An
estimated 2 million new housing units each year are needed to
meet the population increase.

Current trends in consumer preference by housing type
began in the late 1970s and will continue into the 1980s due
primarily to two factors—-energy costs and the shift to an
investment versus a shelter society. Because of the increasing
energy costs, coupled with smaller family size, more consumers
will be searching for smaller, more energy-efficient homes.
Concurrently a number of second- and third-time buyers will
be seek1ng larger homes. Their primary concern is a sound

nt rather than just shelter.

The cost of heating and cooling buildings in an age of
increased energy prices should encourage high-rise construc-
tion over townhouses and single-family detached houses, at
least up to a point. Test results have shown increased ther-
mal efficiency in buildings up to 10 stories, compared to
single-family detached houses. As buildings become taller
(50 or more stories), the increased energy necessary for
general services (such as elevators) overcomes energy cost
savings.

Traditional single-family home mortgages have been long-
term with fixed interest rates and equal monthly payments.
These worked satisfactorily until about the late 1960s when the
United States started experiencing high inflation rates and
slow real growth in personal incomes. With interest rates at
an all time high, a movement has developed to try another
approach--flexible mortgage instruments. Some experts believe
we are now in a transition period which will be followed by the
demise of fixed interest rate mortgages and the establishment
of the flexible mortgage instrument industrywide. The major
types of new mortgage instruments are the graduated payment
mor tgage, the variable rate mortgage, and the renegotiated
rate mortgage.

Federal housing programs during the 1980s must deal with:
——The need for over 2 million new housing starts each
year to meet our growing and mobile population and
our changing lifestyles.

--The need to slow down the rapid increases in the cost
to construct, operate, and finance housing.




--The increased need to provide housing for lower income
persons. Housing deprivation is changing from a problem
' of physical inadequacies to that of excessive cost.

--The need to preserve our existing housing stock because
it is unlikely the construction industry can meet our
future housing needs through new construction.

} Some recurring housing policy issues facing the Congress
nclude:

--What level of funding should be provided for housing
assistance programs and how should they be financed?

--What should be the mix of new construction,
rehabilitation, and existing housing assistance?

-~-What kind of housing assistance should be provided to
lower income homeowners, and should direct assistance
be extended to higher income families?

~-What mix of programs is most effective in encouraging
housing production and providing countercyclical aid
to the homebuilding industry?

--How should housing assistance programs be used to
encourage community development?

Community development

Population redistribution is one of the most important
forces affecting community development. 1In a mobile society
like America, it is not surprising that 3 out of every 10
adult Americans say that they will move to a new residence in
the next few years. The clear population losers in this relo-
cation process are America's large cities. If the potential
for migration is realized, the flow out of the city into
suburban and rural areas will continue.

America is thinning out with greater population increases
in the South and West and increasingly to rural areas. There
is no single reason for this thinning-out process. Americans
are more mobile today than in the past. People seek better
climates and better environments. New technology, interstate
highways, modern airports, and improved communications make
it possible for business and industry to locate in the open
spaces of undeveloped or less—developed areas.

Relative resource scarcity is replacing resource abundance
as a dominant factor in the American economy. One implication
of this trend on communities is that as growing scarcities drive
up the cost of resources needed to develop new communities, the
value of much of the existing capital stock in cities will
increase.




Energy price increases should lead toward more compact,
less sprawling settlements. As the cost of transportation
rises, we should begin to observe a movement toward increased
proximity of dwelling, working, shopping, and leisure time
places as a reaction against the increased cost of traveling
between these locations under today's relatively spreadout
arrangements. Another effect of the energy crisis could be
the encouragement of the existing movement toward smaller
cities. Since longer trips are necessary in large metropolitan
areas, cost savings could be realized by moving to a smaller
city.

Urban communities will continue to be confronted with
the need to satisfy rapidly growing expenditure requirements
arising from the higher percentage of remaining "high cost"
citizens--the poor and the elderly. On the other hand, their
tax resources are either declining or are increasing at a
decreasing rate, reflecting the exodus of industry and middle-
and high-income families to the suburbs or rural areas.

Despite population and employment increases in rural
areas, many rural and smalltown residents suffer from problems
that afflict the poor wherever they live. Problems facing
rural communities include

--60 percent of America's substandard housing;

--inadequate services such as police, fire, public
transportation, and health;

--lack of credit for housing, investment capital, and
public facilities; and

--inadequate water and sewage systems.

The basic continuing community development problems
f?cing the Nation include:
L““\‘

" --The need to provide immediate assistance to the most
troubled cities and communities. This should be
targeted to help cities restructure their economies
and better adapt to change.

--The need to help all cities offer their residents
decent services, adequate jobs, sound neighborhoods,
good housing, and healthy environments.

--The need to minimize community losses due to
catastrophes.

--The presence of disorderly, uneconomic, and anti-
social patterns of development and land use in the
Nation.




--The increase in fiscal and political fragmentation
resulting in an aggravating mismatch of needs and
resources.

--The lag in development of community facilities in
rural areas and areas experiencing rapid growth.

--Citizen alienation and/or apathy in the face of—“]
ineffective governmental action. o

LEGISLATION AFFECTING
ISSUE AREA

In each session of the Congress hundreds of bills are
introduced that could affect the housing and community
development area. Each year many of the individual housing
bills are consolidated to form comprehensive legislation
amending various housing acts. Amendments and reauthoriza-
tions for EDA, FmHA, HUD, and SBA account for the major legis-
lative changes affecting housing and community development.

Appendix I lists the major congressional committees
concerned with housing and community development.
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CHAPTER 2

IDENTIFYING AREAS OF

CONCERN AND LINES OF EFFORT

We have identified 28 lines of effort under eight areas of

concern that merit our attention over the next 18 months. The
areas of concern identify the universe for our work under the
Domestic Housing and Community Development Issue Area. The

lines of effort, of which 15 are designated priority, further

delineate the areas of concern.

A.

EFFECTIVENESS OF THE NATION'S EFFORTS
TO HOUSE LOWER INCOME FAMILIES

Priority lines of effort

1. How efficiently and economically are present housing
production programs being administered?

2. Are national strategies for housing lower income
families sound?

Nonpriority line of effort

1. How effective are present Federal housing programs
in serving the needs of lower income households?

FEDERAL EFFORTS TO PRESERVE THE PHYSICAL AND
FINANCIAL INTEGRITY OF FEDERALLY ASSISTED
HOUSING

Priority lines of effort

1. How can operating costs be controlled in federally
assisted multifamily housing?

2. How can the Federal Government more effectively
acquire, manage, and dispose of multifamily projects?

Nonpriority line of effort

1. How effective are Federal efforts in keeping
multifamily housing in a standard condition?
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IMPROVING FEDERAL EFFORTS TO CONTROL THE

'HIGH COST OF HOMEOWNERSHIP

Priority lines of effort

1. How effective are Federal efforts to implement and
encourage coordinated national policies and local
regulatory efforts aimed at constraining housing costs?

2. How effective are the Federal Government's efforts
to encourage the housing industry to develop and use
cost-controlling measures?

EFFECTIVENESS OF FEDERAL EFFORTS TO PROVIDE

MORTGAGE CREDIT AND STABILIZE FINANCING TO
MAINTAIN A VIABLE HOUSING INDUSTRY

Priority line of effort

1. Are Federal efforts effective in providing mortgage
credit at reasonable costs?

Nonpriority lines of effort

1. Are Federal efforts aimed at moderating cyclical
instability in the housing industry efficient and
effective?

2. What needs to be done to make mortgage financing
available in all locations and for low-income
families at reasonable costs?

3. Are Federal housing credit agencies organized in an
efficient and effective manner?

STRENGTHENING FEDERAL EFFORTS TO PRESERVE
AND IMPROVE THE QUALITY OF LIFE IN URBAN
AND RURAL COMMUNITIES

Priority lines of effort

1. How efficient and economical are Federal efforts to
preserve and revitalize urban communities?

2. How effective is the Nation's comprehensive rural
development poliqy?

Nonpriority lines of effort

1. How effective and coordinated are Federal efforts
to provide essential facilities and services to
rural communities?
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2. How effective are local communities in administering
community development activities?

ASSISTING COMMUNITY DEVELOPMENT THROUGH
LOANS AND GRANTS TO BUSINESSES

Priority lines of effort

l. How efficient and effective are Federal programs
designed to develop viable firms owned by minority
and other special groups?

2. Are agency financial assistance activities meeting
the needs of the business community?

3. Have Federal management services and technical
assistance helped small businesses overcome
problems?

4. How effective are Federal loan programs for farmers?

Nonpriority line of effort

l. Are the problems of small businesses adequately
addressed by the Federal Government?

EFFECTIVENESS OF FEDERAL EFFORTS TO ASSIST
ECONOMICALLY DISTRESSED COMMUNITIES

Priority line of effort

l. How effective and economical are Federal efforts in
helping stimulate economic growth in distressed
communities?

Nonpriority lines of effort

1. How effective are Federal efforts designed to help
distressed communities develop comprehensive plans?

2. How effective are Federal efforts to target community
development assistance to economically distressed
urban areas?

3. Are economic problems of rural communities being
adequately addressed by the Government?

12




H. EFFECTIVENESS OF FEDERAL PROGRAMS IN
" ASSISTING COMMUNITIES TO PREPARE FOR AND
RECOVER FROM CATASTROPHES

Priority line of effort

1. How effective are Federal programs in assisting
communities to respond to and recover from

catastrophes?

Nonpriority lines of effort

1. How effective are FEMA's programs in minimizing
adverse effects of catastrophes?

2. Is the Federal Government organized to deal
effectively with catastrophes?

Areas of concern and lines of effort are described in
more detail in chapters 3 through 10.
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CHAPTER 3

EFFECTIVENESS OF THE NATION'S EFFORTS

TO HOUSE LOWER INCOME FAMILIES

The Housing Act of 1949 set a national goal of a decent
home and suitable living environment for every American family.
Attaining that goal has been elusive even though many Govern-
ment-subsidized housing programs for lower income families 1/
have been established since 1937. The Federal Government will
spend over $250 billion over the next 40 years for subsidized
housing provided through 1980.

Early in the 1970s, concern about the subsidized housing
programs began to emerge. Homes in certain parts of the
country were being abandoned, and overproduction of homes was
apparent elsewhere. The cost of constructing units under
programs were able to serve only a fraction of the total number
of households in need. 1In addition, the programs were criti-
cized from the standpoint that they intensified the problems
they were intended to solve by concentrating the poor in hous-
ing projects and burdening them with the stigma of being wards
of the Government.

In response to these problems, many of the federally
assisted housing programs were suspended by the Nixon adminis-
tration in 1973. Since then there has been some shift in
emphasis from production-oriented programs to programs that
make recipients a part of the general market by providing
funds or other means to compete for housing in neighborhoods
of their choice. The major program coming from this redirec-
tion is the Section 8 Lower Income Rental Assistance Program
authorized by the Housing and Community Development Act of
1974. This program benefits primarily urban areas and is used
in tandem with several other programs which withstood the 1973
suspension. To improve the quality of life in rural America,
the Farmers Home Administration's Section 502 Program makes
available direct loans with reduced interest rates to lower
income families seeking suitable housing. This program is a
large one in which FmHA is planning to spend $3 billion in
fiscal year 1980.

Some controversy has existed concerning the extent to
which each of HUD's subsidized housing programs should be
used to meet the Federal commitment of assisting lower income
families in obtaining housing. While some have favored using

1/Generally refers to families with incomes of less than 80
percent of an area's median income.
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the section 8 leased housing method almost exclusively, others
have preferred continued use of the older construction-oriented
programs as well as the Section 8 Program. Another problem
which is emerging 1s the high cost of providing housing assist-
ance to the poor. Under the Section 8 Program, for example,
fair market rents and the corresponding housing subsidies have
risen at significant rates over the life of the program to the
point where average annual costs per unit in fiscal year 1981
are estimated to be as high as $3,000 for existing units,
$4,200 for moderate rehabilitation, §5,450 for new construc-—
tion, and $6,260 for substantial rehabilitation. Because the
direct cost of existing housing is less, some favor more
extensive use of this portion of the Section 8 Program to the
detriment of the new construction and substantial rehabilita-
tion portions. In February 1980 the unit mix for fiscal year
1981 was expected to be about 60 percent for new construction
and substantial rehabilitation and about 40 percent for
existing housing, including moderate rehabilitation.

In fiscal year 1980 the Federal Government will spend
over $5.5 billion to liquidate obligations previously made on
various subsidized housing programs. Budget estimates for
fiscal year 1981 show approximately $1.5 billion as being
needed to produce additional assisted housing during the year.
This level of spending will support 258,000 section 8 units,
38,000 public housing units, and 4,000 units to be built on
Indian reservations.

OBJECTIVES

Qur objective under this area is to alert the Congress
and Federal agencies to opportunities for

~-improving Federal efforts to assist lower income
households in occupying housing that is decent, safe,
and sanitary and

--producing federally assisted housing more efficiently
and economically.

PRIORITY LINE OF EFFORT

How Efficiently and Economically Are Present
Housing Production Programs Being Administered?

With the broad range of economic problems our Nation now
faces, such as the serious problem of inflation and substantial
cost increases in goods and services, it becomes increasingly
clear that the Federal Government must take drastic measures
to eliminate nonessential spending in the production of our
Nation's housing programs. The growth of domestic housing
programs has taken place in largely unplanned, piecemeal
fashion. This has resulted in too many overlapping programs,
lack of coordination, and inequities. The direct and indirect
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costs to the Federal Government to manage and operate these
programs have grown to the point where the costs involved
cannot be readily determined.

Housing production programs are plagued by inefficient
management and charges that the cost to the Federal Govern-
ment for many programs is more than it would cost the private
sector to produce and provide similar housing services.
various congressional reports have stated that some of the
less needy now receive a disproportionate share of Federal
housing benefits, while some who are more needy receive less.
To function efficiently, housing programs must bring together
private builders, lenders, housing sponsors, purchasers, and
public agencies.

We believe that this line of effort deserves priority
attention because the Federal Government is the largest single
entity involved in providing housing to the poor. Its programs
are numerous, involving billions of dollars annually. Inflation
continues to push costs up to the point where it has become
very costly to provide housing. Some housing programs are more
costly than others and need to be considered from the standpoint
of their benefits versus their cost.

Our objective will be to provide answers to the following
questions:

1. How can the costs of producing subsidized housing be
reduced?

2. How can obstacles to producing subsidized housing be
minimized?

3. Are subsidized housing benefits worth their costs?

4., Why does it cost the Federal Government more to
produce housing than it does the private sector?

Ongoing assignments-August 1980

—-Federal efforts to house handicapped persons
(CED 382180) (addresses question 2).

--Cost to construct and operate section 8 housing for
lower income persons (CED 382270) (addresses questions
1l and 4).

--Review of life cycIe costs of section 8 partially
assisted projects (CED 382280) (addresses question 1).

--Evaluation of the effectiveness of HUD and FmHA
practices in selecting developers for constructing
subsidized housing projects (CED 382290)
(addresses question 1).
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Our previous work in the subsidized housing area has been
directed at program effectiveness and has provided bases for
various agency actions. This work identified possible cost
savings through changes in the administration of both the
Public Housing and Section 8 Programs. Our strategy in con-
ducting future assignments is to encourage agency action to
produce assisted housing more efficiently and economically.
We expect this action to provide the (1) basis for reducing
costs by identifying costly program features and production
obstacles and (2) Congress with better oversight of costs and
benefits.

PRIORITY LINE OF EFFORT

Are National Strategies for Housing
Lower Income Families Sound?

Housing laws today represent an accumulation of authori-
zations for some 46 unsubsidized and 20 subsidized programs.
In managing these programs, there exist inconsistencies,
duplications, lack of coordination, abuses, and inadequate
monitoring of program activities.

From modest beginnings 40 years ago, the presence and
influence of the Federal Government has grown dramatically.
Numerous Federal housing and housing-related programs have
been added to the statute books. The number and complexity
of programs at times acts as a deterrent to effective parti-
cipation by builders and lenders and hinders effective
management of individual programs.

The Congress has declared many housing policies.
Some of the more important of these housing policies are
listed below.

--There should be housing production and related
community development sufficient to remedy the
serious housing shortage and eliminate substandard
housing.

--There should be as soon as feasible the realization
of the goal of a decent home and a suitable living
environment for every American family.

--Housing production is necessary to enable the
housing industry to make its full contribution
toward an economy of maximum employment, production,
and purchasing power.
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Housing programs and policies have evolved over the
years to a point where they are being used as a strategy, to
meet other national interests, such as supplementing welfare
programs and stabilizing the economy in periods of economic
recession. A wide range of strategies can be used in meeting
these goals, such as direct subsidies, loans, insurance, tax
policies, or liberalizing credit terms. Priorities can be
placed on types of units such as single-family or multifamily;
existing versus new construction; and segments of society
such as moderate income, lower income, veterans, the elderly,
Indians, or rural families.

The Federal Government makes basic determinations of key
program elements, such as the definition of the eligible family
unit, income limits, and fair market rents. Also the overall
amount of housing subsidies made available is controlled at the
Federal level. The local role involves aspects of planning
within the framework of the Federal budget and regulations, and
in actually implementing or administering housing programs.

Our objective in assessing the decisionmaking process in
the housing area is to provide answers to the following
guestions:

1. How effectively do the strategies for existing
housing programs mesh, overlap, and complement
each other in meeting national goals?

2. How can the governmental framework for housing
policy decisionmaking be improved?

3. Is the current data base and data collection
system adequate to provide the information
necessary for planning and implementing policy?

4. Do today's subsidized housing policies adequately
recognize both needs and constraints?

Ongoing assignments—August 1980

--Computerization of subsidized housing life cycle
cost model (CED 387100) (addresses question 2}.

Our previous work in this subject area primarily centered
around our assessment of the decisionmaking process used to
develop HUD's troubled-projects strategy. 1In the next 18
months, our strategy in conducting assignments is to critigue
the Federal agencies' ability to implement existing housing
strategies, encourage the streamlining of such strategies,
and anticipate changes in the housing environment. We expect
this critique to provide the Congress and executive decision-
makers with a better insight into the impact of and limitations
inherent in existing housing strategies and an early assessment
of options available to meet housing trends.
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NONPRIORITY LINE OF EFFORT

How Effective Are Present Federal
Programs in Serving the Needs
of Lower Income Households?

Many Americans do not have the financial means to obtain
suitable housing. HUD estimated recently that there were 18
million families in this country needing some form of housing
assistance. Six million of these families are presently living
in housing considered to be substandard, 10 million are spend-
ing a disproportionate share of their incomes for housing, and
the remaining 2 million are living in overcrowded housing.

To assess how effectively current Federal housing programs
are serving the needs of lower income persons, the following
questions should be addressed:

1. Should policies be established to accelerate the
rehabilitation of existing housing?

2. Is the number of American families too poor to
afford the market price for adequate housing
increasing or decreasing?

3. When does a family need a subsidy?

4. How can the Federal capacity to identify housing
needs and program its limited resources be
improved?

Current assignments

—-Assessment of the Federal role in ensuring the purchase
of quality housing (CED 382200) (addresses question 4).

OUR AUDIT REPORTS

Deconcentration of Persons in the Section 8 Leased
Housing Program (CED-78-181, 10/20/78).

HUD's Processing of a Section 8 Project in Milford,
Ohio (CED-79-7, 1/10/79 and CED-79-76, 4/25/79).

Cost of Section 8 Housing Could Increase If Owners
Sell or Convert Projects Early (PAD-79-43, 1/16/79).

The College Housing Loan Program: More Effective
Management Needed (CED-80-75, 3/26/80C).

Ways a More Equitable Share of Federal Housing

Support Can Be Provided to Rural Areas (CED-80-1,
3/28/80).
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Section 8 Subsidized Housing: Some Observations
on Its High Rents, Costs, and Inequities (CED-80-59,
6/6/80).

Inquiry into FmHA's Selection of a Developer To
Construct a Housing Project in New Hampshire
(CED-80-119, 8/12/80).
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CHAPTER 4

FEDERAL EFFORTS TO PRESERVE THE PHYSICAL

AND FINANCIAL INTEGRITY OF FEDERALLY

ASSISTED HOUSING

Since 1934 the Federal Government has sponsored insurance,
grant, and subsidy programs that produced about 1.2 million
units of public housing and about 16,400 multifamily housing
projects with about 1.8 million units. This production repre-
sents (1) both a significant accomplishment and a significant
investment in resources and (2) the Government's attempt to
reach a national goal, set in the Housing Act of 1949, of a
decent home and suitable living environment for every American
family.

It is important that each federally assisted, multifamily
rental housing unit or project be maintained in a decent, safe,
and sanitary manner; that they possess desirable quality of life
attributes; that they be managed economically and efficiently;
that they serve those for whom they were intended; and that the
insurance or subsidy funds are protected from loss caused by
poor management.

Because the Government's multifamily housing programs were
based upon a fixed amount which reduced the mortgage interest
rate, the projects were particularly vulnerable to increasing
maintenance, utility, and other operating costs and taxes. The
drastic rise in these costs and taxes was caused, in part, by
the high rates of inflation experienced in recent years.
Owners, HUD, and FmHA believed that incomes would rise at the
same rate as costs and therefore the project's financial integ-
rity would be sustained over the years. Rent increases were
granted to meet rising operating costs and taxes which in many
instances eventually far outstripped increases in tenants'
income and their corresponding ability to meet the increased
costs. Consequently, any solution which involved substantial
rent increases would displace the majority of these families
and would defeat the original purpose of constructing the
projects.

Because these projects were located in areas that
attracted the working poor, the displaced family was replaced
by a family in the same income level. The same scenario of
rising costs outstripping tenants' ability to pay was repeated.
While this scenario was occurring, project owners were protected
by certain Federal investment tax advantages that worked in
their favor, particularly in projects operating at a loss.

With this protection, owners were less concerned with contain-
ing costs and thereby assuring the financial integrity of the
project. It was only when sufficient cash was not available

to make the mortgage payments that mortgagees became concerned.
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This concern usually resulted in mortgage foreclosures or
assignments of the mortgage to HUD. The result of this lack
of aggressive action to contain costs and thereby protect the
financial integrity of the project was that 2,032 projects
failed financially during the 1970s, requiring the Government
to pay $3.7 billion in mortgage insurance claims. This inven-
tory is expected to rise to 3,000 projects (342,000 units) by
1982 with claims totaling about $5 billion.

In the past HUD's and FmHA's main objectives were to sell
these properties as quickly as possible to ensure a maximum
dollar return on the investment. Because of inadequate
accounting systems, HUD was unable to identify which projects
were operating at a loss. HUD's general and special mortgage
insurance funds absorbed all operating losses of acquired or
assigned projects. Consequently, little or no effort was made
to control costs and thereby preserve the financial integrity
of the projects. Projects were sold at sizable losses and
insured with the same operating cost conditions (in some cases
exacerbated by HUD's practices) to new owners whose main objec-
tive was the tax advantages accruing to such an investment.
When the tax advantages were no longer in the owners' favor,
the projects were allowed to fail financially and mortgagees
again only became concerned when the projects finally failed.

If these conditions were allowed to continue, housing
officials predicted that 5,960 subsidized, multifamily housing
projects which HUD insured would fail financially before 1983.
To help guard against this situation, the Congress authorized,
in the Housing and Community Development Amendments of 1978,
an appropriation of $74 million in subsidies, known as the
Troubled Project Strategy, to help 2,785 of the 5,960 projects.

An additional $82 million was authorized in the 1979
amendments. The projects could possibly receive the subsidy
for an unlimited period of time. However, the projects are
supposed to eventually become financially self-sustaining.
Recent information indicates that the subsidy will help over-
come the incremental rises in costs during the 3 years the
subsidy will be granted. However, owners are not aggressively
pursuing long-term cost containment programs that would help
preserve the financial integrity of the projects. 1In fact,
the more costs rise in a project, the more the subsidy rises.
If this inventory of multifamily projects is to remain part of
the Nation's housing stock, owners, HUD, and FmHA must take a
more aggressive role 1in preserving the financial integrity of
these projects. '

As the financial integrity of a project starts to pass
through the stages of default, assignment, and ultimately fore-
closure, the physical integrity also deteriorates. By the time
either HUD or FmHA actually owns them, most projects are often
a blight on the neighborhood and require extensive repair.
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Housing officials nationwide have struggled with the problem

of physical deterioration caused by rising expenses, inadequate
funds for improvements, tenants' social problems, and poor
management by local housing agencies and project owners.
Contributing to this situation was the Government's belief that
it was not responsible for the physical integrity of this hous-
ing after it was built. The Government perceived its role as
passive: to pay an insurance claim, foreclose on the mortgage,
and dispose of the property. This attitude crippled any effort
to deal with problems once they occurred.

In May 1978 a HUD task force reported that about half of
the 6,700 previously insured, subsidized, multifamily rental
housing projects had deteriorated to such a low ebb that HUD
was gaining the reputation of being known as "the Nation's
largest slumlord." Recent testimony before the Senate Appro-
priations Committee in January 1980 by legal associations
representing tenants in federally assisted multifamily rental
projects again highlighted severe maintenance problems and
physical decay of the quality of life in the projects. Lack of
owner , project manager, and Federal agency concern was given

as the cause.

The Government has assisted through insurance, grant, and
subsidy programs the construction of about 3 million housing
units. Once this production was accomplished, owners, mortga-
gees, HUD, and FmHA took a passive role concerning the finan-
cial and physical integrity of the housing. Tax advantages
became the owners' goal. Quickly foreclosing or assigning the
mortgage to HUD was the mortgagees' goal. "Dumping" the
acquired properties to minimize losses was HUD's and FmHA's
goal. All felt that somehow these separate and diverse goals
were a manifestation of the Nation's housing goal when in fact
they worked to erode the financial and physical integrity of
the housing inventory. It is important therefore that owners,
mortgagees, tenants, HUD, FmHA, and State and local agencies
now coordinate their efforts and programs toward preserving
the financial and physical integrity of multifamily projects.
Otherwise the Nation will be further away from its goal of
providing a decent home and suitable living environment for

every family.
Our overall objectives of this area of concern are

--to get owners, tenants, and the responsible Federal
agencies to work toward containing operating costs
without jeopardizing the physical integrity of the
housing units;

--to evaluate whether the livability of multifamily
rental housing is adequately emphasized and coordinated
in Federal programs; and
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--to identify ways to improve the methods of managing
and disposing of Government-owned housing while
assuring the physical and financial integrity of the
projects.

During this programing period, two priority lines of
effort will be addressed, and broad reviews will be undertaken
to identify issues, problems, and possible solutions to
preserve the financial and physical integrity of multifamily
housing projects.

PRIORITY LINE OF EFFORT

How Can Operating Costs Be Controlled
in Federally Assisted, Multifamily Housing?

With the broad range of economic problems facing our
Nation, such as the growing rate of inflation and the corre-
sponding cost increases in goods and services that are seriously
affecting the cost to operate federally assisted, multifamily
projects, it becomes increasingly clear that to preserve this
housing as a viable inventory, owners, tenants, and the Federal
Government must now work together to control operating cost and
eliminate nonessential spending. HUD has requested an increase
in budget authority for fiscal year 1981 of $2.5 billion to help
overcome rising operating costs in its 3 million subsidized
housing units. Consequently, controlling operating costs could
result in significant savings in the Federal budget. However,
controlling costs as a goal in itself or as a goal just to
reduce budget amounts must be guarded against if it reduces or
eliminates activities needed to preserve the physical integrity
of the housing projects.

Our objectives will be to provide answers to the following
guestions:

1. What waste and inefficiency can be eliminated
in operating multifamily housing?

2. Can costs to operate multifamily housing be
reduced by adopting different cost-controlling
methods?

3. How can effective cost-controlling methods be
incorporated into existing and new multifamily
housing programs?

4. How effectively do the Federal, State, and local

governments work together to keep housing projects
viable?
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Ongoing assignments-August 1980

--Analysis of costs associated with operating
multifamily projects (CED 383220) (addresses
guestions 1, 2, and 3).

--Analysis of the costs of operating and
maintaining military family housing
(CED 383221) (addresses questions 1 and 2).

Our previous work has identified ways to generate
additional revenue in multifamily projects. Our strategy in
future assignments will focus on identifying the elements of
costs that can be controlled, evaluating alternative methods
to control costs, finding ways to lessen the impact operating
costs have on low-income tenants, and incorporating the strategy
obtained from our work into existing or new Federal programs.

The results of our work should increase congressional
awareness of the need for owners, tenants, and the responsible
Federal agencies to contain operating costs in multifamily
projects and to lessen the impact rising operating costs have
on low-income tenants. Also these assignments should provide
the Federal agencies alternative strategies that could elimi-
nate wasteful and inefficient operating practices, effectively
control operating costs, and preserve the financial integrity
of this Nation's multifamily housing stock.

PRIORITY LINE OF EFFORT

How Can the Federal Government More
Effectively Acquire, Manage, and Dispose of
Multifamily Projects?

HUD and FmHA face a continuing problem of acquiring,
managing, and disposing of multifamily projects that have
failed financially. Currently, these agencies manage

-—-283 acquired properties,
--766 assigned mortgages, and
--212 projects in serious financial difficulty.

An estimated 154,000 families live in these projects, which
often are the only safe and relatively sanitary housing
available in their neighborhoods.

Recent studies show that foreclosures of multifamily
mortgages take an average of 2-1/2 years to accomplish.
Extended proceedings 1in initiating foreclosures and obtaining
control of projects result in increased losses to the Federal
Government and may result in hardships on tenants because
projects often deteriorate after mortgagors become aware of a
potential foreclosure action. Reducing the time required for
foreclosures is a key to controlling cost.
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During fiscal year 1979, 99 multifamily housing mortgages
were acquired. Based on readily available data for 54 of, these
mortgages, the average time from the date foreclosure action
began until the foreclosure was actually accomplished was 31
months. The range was from 4 to 59 months. One reason owners
often contest foreclosure actions is to extend the period of
time in which they can benefit from accrued interest and
depreciation deductions on the Federal income tax returns.

By virtue of ownership or assignment, the Federal agencies
are charged with preserving and protecting the Government's
interest in all property owned or assigned to it. HUD, in par-
ticular, has been criticized in its management of its acquired
properties. 1In 1977 HUD spent about $19 million more than it
received in rental income to operate acquired projects.

In 1977 HUD made a major change in the way it disposed
of acquired, formerly subsidized multifamily housing projects.
Ba51cally, the objectlve of HUD's new pollcy 1s to sell these
PLUJELLb in a manner which will neey them available to and
affordable by low- and moderate—-income families. HUD plans
to meet its objective by selling these projects with commit-
ments of section 8 subsidies attached to the sales.

It may cost HUD about $1 billion in section 8 funds over
the 15-year commitment period to dispose of its inventory (as
of April 30, 1979) of 283 projects. If HUD acquires and
subsequently disposes of the other 766 subsidized projects,
which are either in foreclosure or in serious financial diffi-
culty, an additional $3.7 billion in section 8 commitments may
be needed to sell these projects. On the basis of annual
increases already experienced during the last 3 years on
section 8 projects, the funds needed for the last year of the
contract period could be more than double the amount budgeted
under existing contracts; thus, the above estimates may be
conservative.

Our objective is to provide answers to the following
questions:

1. How effective and timely is the Federal Government
in foreclosing on defaulted mortgages?

2. How can the Federal Government be more effective
and economical in operating acquired properties?

3. How can Federal costs to dispose of properties be
reduced?

Ongoing assignments—-August 1980

--Evaluation of HUD and VA insurance benefits paid
to mortgagees after foreclosure (CED 385080)
{addresses questicn 2).
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--Assessment of the effectiveness of HUD's
corrective action on recommendations contained
in previous GAO report, CED-79-67, April 12,
1979 (CED 385081) (addresses question 2).

——Effectiveness of the use of subsidies to sell
acquired multifamily projects (CED 385082)
(addresses question 3).

Most of our previous work has been related to the
efficient and economical operation of acquired properties. The
strategy for future assignments is to (1) critique HUD's and
FmHA's ability to effectively and timely foreclose on defaulted
multifamily housing mortgages and (2) identify alternative ways
acquired properties can be sold which would preserve the finan-
cial and physical integrity of the housing and reduce the cost
to operate and sell acquired properties. We expect that this
work will provide the Congress with a better oversight of the
problems and alternative solutions—--possible changes in Federal
and State laws--in acquiring, operating, and selling acquired
multifamily housing projects. We also expect this work to
encourage HUD and FmHA to look at ways the Federal Government
can be more effective and economical in acquiring, managing,
and disposing of multifamily projects.

NONPRIORITY LINE OF EFFORT

How Effective are Federal Efforts in
Keeping Multifamily Housing in a Standard
Condition?

The Housing Act of 1949, which established the national
housing goal of a decent home and a suitable living environ-
ment, did not spell out the meaning of either "decent home" or
"suitable living environment" nor has subsequent legislation
provided a definition. Because housing quality is difficult
to define precisely, progress toward meeting these goals has
been difficult to measure. Since 1973, however, annual housing
surveys have been taken to measure the physical condition of
housing. While the indicators of housing gquality used in the
surveys are not perfect, the indicators do show that about
1.9 million renters 1n multifamily housing projects--ranging
from low-rent public housing projects to HUD-insured nonsub-
sidized projects—~-have at least three or more of the following
defects in their projects:

--Exposed wiring. .

—~Lack of complete plumbing facilities.
--Abandoned or boarded-up units.

--Rats and mice in some projects.
--Leaks 1n roofs.

--Holes in floors.

—-Cracks or holes in walls or ceilings.
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In a recent study of 228 HUD-insured unsubsidized multi-
family projects, HUD estimated that it would cost about $10.6
million to correct the deficiencies in 76 projects considered
to be in serious need of repair. No estimate was given for
correcting deficiencies in the remaining 152 projects.

HUD also supports a modernization program for public
housing and is asking for a substantial increase in funds for
this program in fiscal year 1981. HUD estimates that it may
cost a total of $4 billion including about $360 million in
contract authority to revitalize the physical condition of
the public housing stock. HUD estimates that as many as 90,000
units will require substantial architectural and design changes,
as well as repairs, costing as much as $25,000 per unit. They
maintain that this cost is still substantially less than the
cost of replacing the units.

Individual studies have been done on the problems affecting
multifamily housing and a wide range of strategies has been
proposed. The strategies, however, were formulated to fit the
particular type of housing--public housing, HUD-insured
subsidized projects, HUD-insured unsubsidized projects, etc.--
and put into separate handbooks to help Federal managers
administer these separate programs. We have identified about
20 such handbooks.

Work under this line of effort would identify the extent
of the physical condition of a cross section of multifamily
projects, the extent of the physical decay, and alternative
methods and costs of approaching some solutions to the problems.
Also work would address the adequacy of Federal, State, and
local efforts to correct the problems.

Current assignment

--Assessment of the extent of physical decay in a
cross section of multifamily projects (CED 383210).

OUR AUDIT REPORTS

Duplicate Payments in HUD's Section 8 Program.
(CED-79-51, 3/1/79).

Report on the Need for Legislation To Reduce
the Incidences of Underreporting Income in
HUD's Section 8 Program (CED-9-78, 3/20/79).

Review of Selected Céntracts Awarded by HUD's
Cincinnati Service Office (CED-79-67,
4/12/79).

Lower Graded Military Personnel with Families Are

Not Suitably Housed but Should Be (CED-79-92,
9/25/79}.
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Housing Leased to Lower Income Persons: Better
Federal Guidance and Management Could Improve
Quality (CED-80-7, 10/30/79).

Serving a Broader Economic Range of Families in
Public Housing Could Reduce Operating Subsidies
(CED-80~2, 11/7/79).

HUD Should Improve Its Management of Acquired,
Formerly Subsidized Multifamily Projects
(CED-80~-31, 12/19/79).

Analysis of HUD-Insured Mortgages in Serious
Financial Difficulty (CED-80-43, 1/16/80).

Analysis of DOD's Family Housing Management
Account and Lease Construction Agreements
(CED-80-53, 2/2/80).

Letter to Assistant Secretary for Housing-FHA
Commissioner on Assessment of Security Measures
Adopted by Public Housing Authorities (3/18/80).

Survey of Chicago Housing Authority's Procurement
Activities (CED-80-93, 4/28/80).
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CHAPTER 5

IMPROVING FEDERAL EFFORTS TO CONTROL THE

HIGH COST OF HOMEOWNERSHIP

Fewer than 7 percent of the Nation's families have incomes
to afford the average purchase cost of a home without increasing
their debt well beyond traditionally safe levels. 1In January
1980 the average selling price for new, single-family homes was
$77,100. For the first-time buyer, the poor, the elderly, and
those with special needs, the housing situation is especially
bleak. Rapid increases in the various component costs of hous-
ing such as land, labor, materials, and local regulations, and
the high cost of mortgage money and operating costs--especially
utilities--have made the American dream of homeownership an
insurmountable crisis to many.

Our May 1978 report, "Why Are New House Prices So High, How

Are They Influenced by Government Regulations, and Can Prices
Be Reduced?" (CED-78-101), generated considerable congressional
interest and has been used extensively by HUD. It is time for
us to build on that work since indications are that the housing
cost problem will worsen as housing demand continues to outpace
supply and inflation takes on a menacing permanence. Recent
Federal monetary actions to curb inflation have sent mortgage
rates up over 15 percent. Many are looking to Federal leader-
ship to ease the housing cost and affordability crisis, yet
Government efforts thus far invoke little reason for optimism.

The present situation is a result of separate but
interrelated factors, largely due to the unprecedented growth
in the demand for homeowership since the early 1970s, prompted

by

--a large post-war baby boom age group now in the prime
home-buying age bracket (25 to 34);

~--the advent of smaller families and working wives, giving
family incomes a big boost;

--the willingness of families to spend more for housing as
a means for them to bend inflation; and

--the purchase of housing for investment purposes.

Prices of new and existing homes have greatly outpaced
rates of inflation and median income. From 1975 to 1979, the
annual increase 1n new home prices averaged 13 percent,
compared to a general inflation rate of 7.6 percent and growth
in median family income of only 6.4 percent. The growing gap
between income and housing prices has forced many families to
overextend themselves by buying homes beyond the traditional
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2.5-times-income measure of affordability. Homeownership costs
for many extend well beyond the other traditional limit of 25
percent of their monthly adjusted income. The result could be
higher home default rates and greater personal financial
difficulty. For the growing number of families unable to meet
minimum financial requirements, the prospect of homeownership

grows slimmer with little relief in sight.

Areas which hold promise for easing the escalating cost of
housing include the following:

--Regulatory reform. Although primarily a State and local
concern, Federal efforts in such things as streamlining
settlement procedures and use of a land registration

system are possible.

--Technological innovation in the housing industry.
Traditionally, builders and suppliers show reluctance
to research and introduce innovations. Development
at all levels in government and private industry seems

minimal.

—--More coordinated Federal policies. Overlapping and
conflicting Federal policy actions characterize much
of the Government's action in matters affecting housing

costs.

Closely related to these potential solution areas are
efforts to stabilize the mortgage market and utilize restruc~-
tured or alternative mortgage instruments to make homes more
affordable to a brcader range of income groups.

Federal leadership in easing the housing cost crisis has
been weak and is hampered by a variety of factors:

--Federal actions and policies are highly fragmented
across many agencies, resulting in an uncoordinated
network of policies and activities affecting housing--
some of which are conflicting.

~-The Federal role is limited, since most of the potential
areas where solutions exist are in the hands of State
and local governments (zoning, regulations, etc.).

--Potential solutions to ease the housing crisis lack
consensus of opinion.

Few Federal actions impact favorably on housing costs and
then only indirectly. Small-scale credit assistance to home-
owners and involvement in secondary mortgage markets through
FNMA and GNMA are the Federal Government's chief programs
affecting housing costs and affordability generally. Most
Federal activity increases housing costs: that is, rules and
regulations which add to construction and development costs
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and measures which lead to high interest rates. Current
legislative initiatives affecting housing costs are limited to
the Tax Exempt Mortgage Bond and Solar Development Bank bills.
The mortgage bond bill aims to restrict the recent State and
local practice of insuring municipal bonds to generate mortgage
money at below market rates for families unable to secure money
elsewhere. The solar bill would encourage construction of

more energy-efficient homes and the retrofitting of existing
dwellings.

OBJECTIVES

Qur assignment objectives for this area of concern are:

--To evaluate the principal Federal, State, and local
actions that contribute to the high cost of owning and
operating a home.

--To encourage more Federal leadership in developing
A mA bt lmambhomal A~ dmmmrraddimmo amA wasria T admrer
allu auupLillilyg LeLvlinvivyival LiNuvautlivlio allu rcyulailuly

improvements in the housing industry.

--To assess ways to coordinate Federal, State, and local
policies and actions to hold down the cost of housing
and homeownership.

PRIORITY LINE OF EFFORT

How Effective Are Federal Efforts

to Implement and Encourage Coordinated
National Policies and Local Regulatory
Efforts Aimed at Containing Housing
Costs?

The complexity of the housing cost problem requires the
coordination of many cost-containing measures to elicit an
effective solution. The leadership of the Federal Government
1s crucial to encourage coordination, especially at the local
level where the potential for more cost-effective strategies
is large.

The cost to homebuilders of locally imposed policies has
increased substantially in recent years, adding several thou-
sands of dollars to the cost of a typical home. For example,
exclusionary zoning practices, along with other land control
measures, continue to drive up land costs on the dwindling
supply of developable land. Strong Federal leadership in
encouraging uniform guidelines and alternative ways of con-
trolling growth at the local level are examples of a more
effective Federal role. Apart from local regulations, more
can be done to better coordinate the myriad of Federal policies
and actions which affect housing costs.

32




Our objective is to provide answers to the following
questions:

1. How extensive is the current housing affordability
problem, what are the principal causes and effects,
and what are the future trends?

2. Given the seriousness of the housing affordability
problem, is the nature and extent of Federal leader-

ship adequate?

3. What are the opportunities for reducing or eliminating
duplicative, conflicting, or unreasonable Federal
rules and regulations which adversely affect home-
ownership costs?

4. What can the Federal Government do to streamline and
simplify State and local regulations and policies
which drive up homeownership costs?

Our strategy is to increase congressional and agency
awareness of the housing affordability problem and to critique
the Federal leadership role in addressing the high cost of home-
ownership. We expect our action to result in a stronger HUD
role in streamlining and coordinating policies and regulations
which increase the cost of housing.

Ongoing assignments—-August 1980

--The Housing Affordability Crisis - Status and Outlook
(CED 388140) (addresses all questions).

PRIORITY LINE OF EFFORT

How Effective Are the Federal
Government's Efforts to Encourage
the Housing Industry to Develop and
Use Cost—-Controlling Measures?

The housing industry has been slow to adopt innovations
and improve its productivity due to the nature of the industry
and lack of Federal research and support. Few major techno-
logical improvements in homebuilding have occurred since
World War II since builders and developers have neither the
capital nor incentive to risk new ideas on a consumer market
that has had rising expectations. Only recently, in the area
of solar heating and cooling technology, has Government support
been forthcoming--and even here the effort is not large.

There are few experiments and demonstrations of cost-reducing
or more efficient housing techniques currently being funded by
Government, yet the seriousness of the problem and the need
for seeking alternatives to conventional building techniques
require more Federal attention.
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Our objective will be to provide answers to the following
guestions: .

1. Are current housing research and development efforts
adequate considering the seriousness of the afford-
ability problem?

2. What are the barriers to innovations and
technological progress in the housing industry?

3. Are there housing innovations and productivity
technique